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INDICATORS OF ECONOMIC ACTIVITY 
PRODUCTION 
The Scottish Economy 
I n d u s t r i a l p r o d u c t i o n in t h e 
f i r s t qua r t e r of 1980 decl ined by 
2.6% f rom t h e l e v e l of t h e 
p r e v i o u s q u a r t e r . At 97.2^-'^ 
(see Figure 1) t h i s i s the lowest 
recorded value of the index s ince 
1 9 7 3 . The f a l l i n o u t p u t 
l a r g e l y r e f l e c t s the d e c r e a s e d 
output in metal manufacture as a 
r e s u l t of the s t e e l s t r i k e in the 
f i r s t q u a r t e r of t h i s year . The 
e f f e c t s of t h e s t e e l s t r i k e may 
have been ove r s t a t ed through the 
u s e of s e r i e s m e a s u r i n g 
d e l i v e r i e s r a t h e r t h a n 
p r o d u c t i o n . E x c l u d i n g Me ta l 
Manufacture the f a l l in the index 
was 0.3%. The UK I n d e x of 
I n d u s t r i a l P r o d u c t i o n f e l l by 
3.5% in the same period. The UK 
index for manufacturing indust ry 
f e l l t o a v a l u e of 93 .0 i n 
S e p t e m b e r - i t s l o w e s t l e v e l 
s ince 1968. 
The r e s p o n s e s to t he Ju ly 1980 
CBI I n d u s t r i a l Trends survey show 
. t h a t t h e l a c k of b u s i n e s s 
op t imism r e p o r t e d in t h e A p r i l 
s u r v e y h a s b e c o m e m o r e 
w i d e s p r e a d . A b a l a n c e of 67% of f i r m s a r e l e s s o p t i m i s t i c about t he 
general bus iness s i t u a t i o n in t h e i r own indus t ry compared with a balance of 
36% in A p r i l . As b u s i n e s s c o n f i d e n c e c o n t i n u e s to weaken a n e t 21% of 
respondents repor ted lower volumes of output in the second quar te r of 1980. 
Forecas t s for the t h i r d qua r t e r suggest t h a t output w i l l cont inue to dec l ine 
a c r o s s a l l m a n u f a c t u r i n g s e c t o r s w i t h a b a l a n c e of 35% of f i r m s (8% in 
Apr i l ) expect ing lower output volumes. In the survey 87% of f i rms repor t 
t h a t a l a ck of o r d e r s or s a l e s i s t h e main f a c t o r l i k e l y to l i m i t f u t u r e 
o u t p u t and 76% r e p o r t t h e i r o r d e r books t o be below no rma l . At the same 
t ime , s tocks of f in i shed goods are repor ted to be more than adquate for 42% 
of respondents , i n d i c a t i n g t h a t a higher propor t ion of f i rms consider they 
are overstocked than in Apr i l . However over the t h i r d quar te r 36% of f irms 
expec t t o r educe s t o c k s of f i n i s h e d goods . The l a c k of o r d e r s and the 
expected reduct ion in s tocks i s c o n s i s t e n t with r e p o r t s of lower l e v e l s of 
employment in S c o t t i s h manufacturing indus t ry p a r t i c u l a r l y as shor tages of 
labour are now l e s s marked as a c o n s t r a i n t to output . The survey r epo r t s 
the numbers employed to have been lower in the second quar te r of 1980 for a 
balance of 32% of f i rms . A balance of 47% of respondents expect a f a l l in 
Un les s o t h e r w i s e s t a t e d i n d u s t r i a l p r o d u c t i o n f i g u r e s a re s e a s o n a l l y 
ad jus ted . 
2Excludes o i l and gas (MLH 104) 
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employment in the third quarter of this year. In the UK as a whole this 
tendency to shed labour has continued. Export order books are reported to 
be below normal for 59% of respondents and the volume of new export orders 
has been lower over the second quarter. Although previous surveys had 
indicated that declining export optimism reported in the latter half of 1979 
had been arrested, albeit at a low level, export prospects now look 
considerably weaker. The main factors quoted as limiting the ability of 
firms to obtain export orders are prices compared with overseas competition 
and political and economic conditions abroad. 
INVESTMENT 
Extremely low investment intentions are apparent from the results of the CBI 
survey. For buildings a net 41$ expect to authorise less capital 
expenditure compared to 29? in April. Similarly a negative balance of 40% 
of firms expect to reduce expenditure authorisations on plant and machinery 
over the next year (21% in April). Uncertainty about demand seems to be 
the major factor restricting investment. Capacity utilisation has been 
further reduced with 70% (see Figure 2) of firms reporting excess capacity 
compared with 63% in the last survey. In the UK a similar deterioration 
has taken place with 76% of respondents reporting that they are working 
below a satisfactory rate of operation. 
COMPANY FORMATIONS AND DISSOLUTIONS 
The number of new companies incorporated in the second quarter of 1980 was 
954. While this represents an increase over the first quarter, it is 
considerably lower than the corresponding number of incorporations for 1979. 
However, at 211 the number of company dissolutions is down, both with 
respect to the previous quarter, and the corresponding quarter of 1979. 
OVERTIME 
Average hours of overtime per operative were 8.9 hours in the second quarter 
of 1980, an increase of 0.2 hours over the previous quarter. This 
traditional seasonal increase must, however, be seen against the backdrop of 
declining number of hours of overtime worked, workers working overtime and 
percentage of operatives on overtime. The percentage of all operatives on 
overtime decreased by 0.4% to 30.6%, over the first quarter of 1980, which 
contrasts with a 4% increase over the corresponding quarter of 1979. 
Similarly, there was a decline in the total hours of overtime worked both in 
relation to the first quarter of 1980 and the second quarter of 1979. 
These figures are broadly consistent with United Kingdom trends and would 
seem to confirm the impression of generally depressed demand in the economy 
as a whole. 
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BANK ADVANCES 
T o t a l advances t o UK r e s i d e n t s by t he S c o t t i s h C l e a r i n g Banks, as a t mid 
August 1980, s tand a t £3,705 m i l l i o n . This r e p r e s e n t s an i nc rease of £398 
m i l l i o n (+ 12%) over t h e c o r r e s p o n d i n g f i g u r e s fo r t he second q u a r t e r of 
1980 and an annua l i n c r e a s e of £829 m i l l i o n (+ 29%). Over t h e q u a r t e r t o 
mid August 1980 , t h e advances were absorbed main ly by the Food, Drink and 
Tobacco (+ £77 m i l l i o n ) , A g r i c u l t u r e , Fores t ry and Fishing (+ £66 m i l l i o n ) . 
and P r o f e s s i o n a l , S c i e n t i f i c and M i s c e l l a n e o u s S e r v i c e s (+ £53 m i l l i o n ) 
s e c t o r s . In g e n e r a l , v e r y few s e c t o r s a c t u a l l y d e c r e a s e d t h e i r 
r e q u i r e m e n t s , n o t a b l e e x c e p t i o n s be ing P u b l i c U t i l i t i e s and N a t i o n a l 
Government , and Chemica l s and A l l i e d I n d u s t r i e s . That advances fo r t h e 
second q u a r t e r a r e , for v i r t u a l l y every s e c t o r , up on t h o s e fo r t h e f i r s t 
q u a r t e r , would seem t o i n d i c a t e t h a t d i s t r e s s b o r r o w i n g i s t h w a r t i n g 
government a t t e m p t s to c o n t r o l the money supply. The most recen t f i gu re s 
for the UK do, however, sugges t a g r e a t e r degree of success for t h i s po l icy . 
CONSTRUCTION 
Whilst the value of new orders received by c o n t r a c t o r s in Scot land, in the 
f i r s t q u a r t e r of 1980, d e c l i n e d by £61.5 m i l l i o n t o £233.20 m i l l i o n , over 
the f i g u r e s for the four th qua r t e r 1979, they do r e p r e s e n t a s l i g h t i nc rease 
over t he c o r r e s p o n d i n g q u a r t e r ' s f i g u r e s fo r 1979. Once the e f f e c t s of 
i n f l a t i o n have been accounted fo r , however, t h i s p i c t u r e i s reversed with a 
d e c l i n e in r e a l v a l u e of o r d e r s be ing e x p e r i e n c e d over t h e y e a r . In t he 
publ ic s e c t o r , the sha rpes t f a l l in new orders i s for housing, with o rders 
f a l l i n g t o t h e i r l o w e s t l e v e l s i n c e t h e f i r s t q u a r t e r of 1978. Other 
p u b l i c s e c t o r c a t e g o r i e s , however seem to have s u s t a i n e d o r d e r s a t , or 
above, f i r s t q u a r t e r , 1979 l e v e l s , a t l e a s t in c u r r e n t p r i c e s . In t h e 
p r i v a t e s e c t o r , the t o t a l cu r r en t value of orders has dipped s i g n i f i c a n t l y , 
f a l l i n g by £57 m i l l i o n over the previous qua r t e r and by £12.8 m i l l i o n over 
t he c o r r e s p o n d i n g f i g u r e s fo r t he f i r s t q u a r t e r of 1979. This i s t o a 
l a rge ex t en t accounted for by the dec l ine in orders by commercial s e c t o r s . 
The h i s t o r i c a l l y low v a l u e of new p r i v a t e hous ing o r d e r s may, in p a r t , be 
explained by continued high i n t e r e s t r a t e s . 
SUMMARY 
Although industrial production in Scotland was at a record low level in the 
first quarter of 1980, the indicators point to an even further decline in 
economic activity through the second quarter. Despite reports of a slowing 
down of price inflation, the lack of orders continues to limit output and 
export prospects look noticeably weaker. Output and employment are 
expected to fall to still lower levels over the next year. 
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INDUSTRIAL PERFORMANCE 
EEC Min i s t e r s have agreed on a new Sheepmeat pol icy , 
putting an end to the Anglo-French lamb war. The policy 
AGRICULTURE c o n s i s t s of pr ice guaran tees , import quotas , and the 
encouragement of sheepmeat t r ade among member s t a t e s . 
The costs of implementation wil l be about £120 million, a 
large proportion of which wil l go to Bri ta in ' s producers, who should rea l i se 
an average increase in income of 16%. Agreement has also been made on the 
imports of New Zealand but ter , whereby imports are to be reduced by 20,000 
tonnes. This should offer some consola t ion to B r i t a i n ' s dairy s ec to r , 
which i s faced with declining demands for butter and milk, causing producers 
to go out of business. The to ta l numbers of dairy stock in June 1980 were 
2.5% lower than in 1979. 
The beef sector i s suffering as a resu l t of the general economic recession. 
Demand for beef i s weak, and market p r i ce s are low enough to n e c e s s i t a t e 
the payment of the maximum ra t e of premium for the f i r s t t ime. Even so 
r e t u r n s are f a l l i n g shor t of guaranteed p r i c e s . In cur ren t economic 
conditions, demand is not expected to improve s igni f icant ly . 
Provis iona l f igu res show t o t a l l and ings , in the f i r s t 
seven months of the year, of 174,238 tonnes, an increase 
FISHING of 11% on the same per iod in 1979. D e s p i t e the 
considerably greater volume, the to ta l value of the catch 
has a c t u a l l y f a l l e n by 2%, b e a r i n g w i t n e s s to the 
rapid fa l l in quayside prices. 
The government has provided £14.1 mi l l i on of temporary aid for f ishermen, 
about half of which w i l l be d i s t r i b u t e d in Scot land. The a s s i s t a n c e i s 
intended to sustain the industry through the period of negotiations on the 
Common F i s h e r i e s Pol icy , as i t i s hoped t h a t prospects w i l l be improved 
thereafter . However, representat ives of fishermen expect that losses wil l 
s t i l l be high, pu t t ing many boats out of bus iness . In p a r t i c u l a r , the 
newer and more e f f i c i e n t boats are l i k e l y to be l a i d up because of the 
burdens of high in te res t ra tes and low returns on catches. 
Oil production averaged 1.532 mi l l ion b/d in August and 
output for June-August f e l l by 6.6% compared with the 
OIL AND GAS same period in 1979. However, as consumption for the 
period was 16.7% lower, production exceeded supply and UK 
self-sufficiency was achieved. The slump in demand is 
l a rge ly due to the r eces s ion , the switch from o i l to coal for power 
generation and the application of conservation measures. According to the 
Brown Book, output in 1980 is l i k e l y to be 13% lower than was fo recas t . 
The s t a r t - u p at the Tartan f i e ld has been postponed. In September, 
Murchison became the f i f t e e n t h f i e l d on stream and the th i rd production 
platform on Ninian also came into operation. 
When applications closed for the seventh round development licences 125 had 
been received for the 55 blocks offered by the Department of Energy and the 
40 blocks to be nominated (at a premium) by the o i l companies. Gaffney, 
9 
Cline & Assoc ia tes r e p o r t t h a t exp lo ra t ion a c t i v i t y has remained unchanged, 
but an i n c r e a s e i s expected when s i x t h round a l l o c a t i o n s are i n v e s t i g a t e d . 
Two prospec t ing l i c e n c e s have been granted onshore in F i f e . 
The government has g iven a p p r o v a l , u n t i l 1988, fo r t h e £600 m i l l i o n 
development plan for Conoco's Hutton f i e l d involv ing the novel tens ion leg 
p la t fo rm. Sco t t Lithgow, who are f i n i s h i n g a semi-submers ib le vesse l for 
BP, a r e c o n s i d e r e d t o have a good chance of o b t a i n i n g t h e c o n s t r u c t i o n 
c o n t r a c t . She l l /Es so a re to proceed with the development of Tern, and are 
cons ide r ing inc lud ing the nearby Eider f i e l d , in t h e i r p lans to be submit ted 
to the Department of Energy in the next 12-18 months. 
In Ju ly i t was announced t h a t t h e deve lopment of t h e Clyde f i e l d and t h e 
P h i l l i p s 'T' block would be held back as pa r t of the government 's a t t empt to 
r e g u l a t e t he r a t e of o i l p r o d u c t i o n . S u b s e q u e n t l y t h e r e has been a f a l l 
off in product ion and the government has decided t h a t the development plans 
should not be held up. No commitment has been made to a s p e c i f i c dep l e t i on 
p o l i c y ; t h e i n t e n t i o n i s t o be " f l e x i b l e " . I t i s t h o u g h t t h a t , a l t h o u g h 
p o l i t i c a l l y s e n s i t i v e , the government w i l l concen t r a t e on the r egu l a t i on of 
t h e t i m i n g and pace of p r o d u c t i o n r a t e s , r a t h e r than d e f e r r i n g t h e 
development of s p e c i f i c p r o j e c t s . 
Assuming t h a t the I r a q / I r a n war does not s i g n i f i c a n t l y a f f ec t s u p p l i e s , Wood 
Mackenzie f o r e c a s t t h a t , w i t h t h e p r e s e n t world g l u t of o i l , p r i c e s w i l l 
c o n t i n u e to f a l l in t h e s h o r t t e r m . As i n d i c a t e d in t h e World s e c t i o n , 
however, t h i s i s a f a i r l y s t rong assumption. North Sea p r i c e s could f a l l 
by $2 a b a r r e l by t h e end of t h e y e a r . 
FOOD, DRINK AND TOBACCO 
HO, 
q 8 i ^ "
; V V 
7b 
UK 
•\^{\ /Scot. 
' 80 
Food, Drink and Tobacco was one of only 
two m a n u f a c t u r i n g s e c t o r s n o t t o 
e x p e r i e n c e lower o u t p u t in t h e f i r s t 
q u a r t e r of 1980. P r o d u c t i o n r o s e by H$ 
f rom 102 ( 1 9 7 5 = 100) t o 1 0 6 , a 
r e l a t i v e l y b e t t e r performance than the UK 
as a whole . 
However t h e J u l y CBI I n d u s t r i a l Trends Survey p a i n t s a f a r more gloomy 
p i c t u r e with on balance 57% of respondents l e s s o p t i m i s t i c about the general 
b u s i n e s s s i t u a t i o n t han f o u r months p r e v i o u s l y and 73% o p e r a t i n g below 
s a t i s f a c t o r y c a p a c i t y . 
The world renowned marmalade manufacturer K e i l l e r of Dundee faces c losu re 
wi th t h e l o s s of more than 300 j o b s . Blame i s put on t he downturn in t he 
confect ionery indus t ry during the f i r s t ha l f of t h i s year plus the inc rease 
in VAT. 
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Production in the second quarter of 1980 was 118,598 
thousand litres of pure alcohol, a slight fall from the 
WHISKY previous quarter, and a more substantial drop - around 
10? - on last year's figure. Reduced production has 
occurred in both the grain and malt sectors. 
Total exports in the second quarter were 56,109 thousand litres, worth 
£156.5 million. There has again been an increase in the export of bulk 
malts, but exports of other products have fallen back. 
The industry continues to face difficult trading conditions because of the 
recession both at home and abroad, particularly in the US. The important 
Japanese market is less buoyant, with sales of imported whiskies (of which 
Scotch accounts for 94%) down by 28% in the first half of the year. This 
is partly due to the strength of sterling but is also the result of more 
aggressive competition by Japan's own distillers, who have succeeded in 
increasing sales by 19% over the same period. This would seem to be the 
more serious threat to the future of exports to Japan. 
CHEMICALS 
Production of Chemicals, Coal and 
Petroleum products fell by 3% in the 
first quarter of 1980. This represents 
a relative decline compared to the UK. 
The July CBI Industrial Trends Survey 
shows that 93% of the responding firms 
are now operating below satisfactory 
capacity. A deficiency in demand is 
still the main limiting factor on output. 
Planning permission was recently granted for Esso's £300 million ethane 
cracker at Moss Morran, Fife. This is in addition to the work that has 
already started on Esso and Shell's jointly financed £500 million gas 
processing plant which will provide the ethane feedstock for the new 
cracker. This will make Moss Morran Britain's first purpose built North 
Sea gas processing plant with the promise of attracting downstream 
industries. It does, however, face potential competition from the 
projected developments at Nigg. 
As a result of government support for a gas gathering project in the North 
Sea considerable interest has been generated in the Nigg area. The 
Highland Region recently granted planning approval for a natural gas liquids 
plant and downstream activity but a decision on which group or combination 
of groups will be allowed to develop the area is to be made at a 
governmental level. British Gas, Highland Hydrocarbons and the Dow 
Chemical and Cromarty Petroleum consortium have all put forward outline 
planning applications. 
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METAL MANUFACTURE 
Output fell by a massive 57% in the first 
quarter of 1980. The index level of 42 
(1975 = 100) represents less than half 
the lowest level ever previously 
recorded. This is due mainly to of the 
steel strike although its effects may be 
overstated by the figures because of the 
use of series measuring deliveries rather 
than production in the index. Recovery 
to 1979 levels of production is unlikely 
given more recent figures for the UK as a whole. This view is substantiated 
by the July CBI Industrial Trends Survey which show that on balance 61% of 
the respondents are less optimistic about the general business situation 
than four months previously, 83% are less optimistic about export prospects 
and 65% are operating below satisfactory capacity. 
ENGINEERING 
P r o d u c t i o n f e l l by 2% i n t h e f i r s t 
q u a r t e r of 1970. A l though t h i s i s s t i l l 
a b o v e 1 9 7 8 l e v e l s o f p r o d u c t i o n i t 
r e p r e s e n t s a r e l a t i v e d e c l i n e compared t o 
t h e UK p e r f o r m a n c e . Among t h e 
c o n s t i t u e n t i n d u s t r i e s o n l y M e c h a n i c a l 
a n d I n s t r u m e n t E n g i n e e r i n g a n d 
S h i p b u i l d i n g , Mar ine and V e h i c l e s a v o i d e d 
a d o w n t u r n i n o u t p u t . T h e CBI 
I n d u s t r i a l T r e n d s S u r v e y f o r J u l y s h o w s 
t h a t on b a l a n c e 82% of t h e r e s p o n d e n t s w e r e l e s s o p t i m i s t i c a b o u t e x p o r t 
p r o s p e c t s t h a n f o u r mon ths p r e v i o u s l y . T h i s seems a more r e a l i s t i c f i g u r e 
t h a n t h e 13% f i g u r e i n t h e A p r i l S u r v e y , g i v e n p r e s e n t exchange r a t e s . 
In c o n t r a s t t o t h e s e d e p r e s s i n g f i g u r e s , S c o t l a n d i s s t i l l l i k e l y t o r e a c h 
t h e B o o z - A l l e n r e p o r t t a r g e t of 6 ,500 new j o b s i n t h e e l e c t r o n i c s i n d u s t r y 
by t h e end of 1 9 8 1 . D e s p i t e t h e r e c e n t announcemen t by Nippon E l e c t r i c of 
a £40 m i l l i o n i n t e g r a t e d c i r c u i t p l a n t a t L i v i n g s t o n e , p r o v i d i n g 800 j o b s by 
1 9 8 5 , m o s t of t h e new j o b s h a v e come f rom t h e e x p a n s i o n of e x i s t i n g 
c o m p a n i e s r a t h e r t h a n new i n c o m i n g f i r m s . The s u c c e s s i n a t t r a c t i n g Nippon 
E l e c t r i c was s a i d t o be due t o t h e a v a i l a b i l i t y of s k i l l e d l a b o u r and t h e 
b a c k u p r e s e a r c h p o t e n t i a l of S c o t t i s h u n i v e r s i t i e s a n d t e c h n i c a l 
i n s t i t u t i o n s . T h i s ove rcame t h e e x t r a f i n a n c i a l i n c e n t i v e s o f f e r e d by t h e 
I r i s h Deve lopmen t A u t h o r i t y . 
The s t e a d y r e c o v e r y of t h e w o r l d s h i p b u i l d i n g i n d u s t r y 
SHIPBUILDING s i n c e l a s t y e a r h a s h a l t e d i n t h e second q u a r t e r of 1980, 
AND VEHICLES w i t h o r d e r s f a l l i n g b e h i n d t h e l e v e l of t h e p r e v i o u s 
t h r e e m o n t h s by a l m o s t a t h i r d , a l t h o u g h UK o r d e r b o o k s 
have i n c r e a s e d s u b s t a n t i a l l y d u r i n g t h a t t i m e . 
A b o u t h a l f of t h e £ 1 0 9 . 9 m i l l i o n l o s s e s i n c u r r e d by B r i t i s h S h i p b u i l d e r s 
l a s t y e a r a r e a t t r i b u t e d t o S c o t t i s h y a r d s , p a r t i c u l a r l y S c o t t - L i t h g o w , w i t h 
a p r e - t a x d e f i c i t of £ 4 2 . 3 m i l l i o n , and Govan , w h e r e l o s s e s w e r e £ 1 7 . 4 
m i l l i o n . Such a d e f i c i t w i l l a l m o s t i n e v i t a b l y l e a d t o a f u r t h e r 
' r e s t r u c t u r i n g 1 of t h e i n d u s t r y i n t h e fo rm of l a b o u r - s h e d d i n g ; b u t one 
r e s t r u c t u r i n g e x e r c i s e h a s b e e n d e l a y e d : i n v i e w of B r i t i s h S h i p b u i l d e r s ' 
p r e c a r i o u s f i n a n c i a l p o s i t i o n , t h e g o v e r n m e n t h a s b e e n f o r c e d t o p o s t p o n e 
i t s p l a n s t o d e n a t i o n a l i s e t h e p r o f i t a b l e s h i p b u i l d i n g y a r d s . 
116, 
42 j S c o t . 
'75 '80 
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Stonefield Vehicles was put into receivership in August when a private buyer 
could not be found for the state-owned company. Since then in teres t in the 
company's products has increased, but whether th is will mean the survival of 
the Ayrshire plant is unclear - firms may only be interested in the rights 
of manufacture. The government has been c r i t i c i s e d for c u r t a i l i n g 
financial investment in the company at a time when Stonefield was confident 
of winning a large order. 
TEXTILES. LEATHER AND CT.OTHING 
The t ex t i l e industry continues to follow 
a p a r t i c u l a r l y depressing trend with 
output f a l l i ng by a further 4$ in the 
f i r s t qarter of 1980. Production stands 
at an index level of 98 (1975 = 100) the 
lowest level s ince 1973. With the UK 
index showing a further 6.5J fa l l between 
the f i r s t and second quarters of 1980 the 
f u t u r e does not look at a l l hopeful . 
The July CBI Industrial Trends Survey underlines this gloomy picture showing 
tha t on balance 75$ of respondents were l e s s o p t i m i s t i c about the general 
business si tuation than four months previously. This compares with 31? in 
the previous survey. 
l l a l 
75 
>^yLy v - \ 
'75 -
\ 
y \ \ scot . 
\ UK 
'80 
The main impact of the recession in the t e x t i l e industry has been in the 
Borders where i t i s est imated over 500 jobs have been l o s t in the l a s t 18 
months. 
As forecast in the July Commentary the r i s e in output did 
BRICKS, POTTERY, not continue into the f i r s t quarter of 1980. Production 
GLASS AND CEHENT in fact f e l l by 6% and i s now more in l ine with the UK 
trend. 
A number of redundancies have recently been announced. Ninety jobs are to 
be l o s t at G R Stein Brickworks in S t i r l i n g s h i r e ; United Glass are to lay 
off 200 employees in Alloa; and Rockware in I rv ine are cut t ing back the i r 
workface by 250. The three i n t e r r e l a t e d problems of the high i n t e r e s t 
ra te , the strength of the pound and a lack of demand, are the main causes. 
Output f e l l by 2% in the f i r s t quar ter of 1980, the same 
PAPER, PRINTING as the fa l l in the UK sector. With the UK experiencing 
AND PUBLISHING a fur ther reduction in output up to July the Scot t i sh 
sector is very likely to suffer further hardship. 
There is no sign of a reprieve for the pulp mill at Fort William. 
As forecast in the July Commentary, production f e l l in 
the f i r s t quar ter of 1980. The index level now stands 
CONSTRUCTION at 95, 1% down on the previous quar te r . This downward 
trend is likely to continue with reduced orders from both 
the public and private sectors. 
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EMPLOYMENT AND UNEMPLOYMENT 
TOTAL 
2,077 
2,078 
2,054 
2,007 
20,232 
20,277 
20,223 
19,918 
MALES 
1,188 
1,188 
1,174 
1,105 
11,848 
11,901 
11,803 
11,660 
FEMALES 
889 
890 
881 
856 
8,384 
8,376 
8,420 
8,259 
Table 1 below shows t h e e s t i m a t e d numbers of peop l e in employment in t he 
four q u a r t e r s t o March, 1980 in Scotland and in England and Wales. 
TABLE 1 EMPLOYEES IN EMPLOYMENT: SCOTLAND, ENGLAND AND WALES C 0 0 0 ) 
SCOTLAND 
June 1979 
Sept 1979 
Dec 1979 
March 1980 
ENGLAND AND WALES 
June 1979 
Sept 1979 
Dec 1979 
March 1980 
Source: Department of Employment 
Employment in Scot land dec l ined by 47,000 between the four th qua r t e r in 1979 
and t h e f i r s t q u a r t e r 1980. Some of t h i s d e c r e a s e can be a t t r i b u t e d t o 
s e a s o n a l f a c t o r s and t o t h e a d v e r s e e f f e c t s of t h e s t e e l s t r i k e . 
Never the less the t o t a l i s s t i l l 41,000 below the t o t a l for the corresponding 
quar te r in 1979 which had been inf luenced by severe weather and the l o r r y -
d r i v e r s s t r i k e . 
Both male and female employment f e l l between December 1979 and March 1980, 
with female employment showing the g r e a t e r abso lu te and r e l a t i v e d e c l i n e . 
Employment in England and Wales a l s o f e l l s h a r p l y in t h e f i r s t q u a r t e r of 
t h i s year , but l e s s seve re ly than in Scot land, though the genera l p a t t e r n of 
dec l ine i s s i m i l a r . S c o t t i s h employment as a percentage of employment in 
Grea t B r i t a i n was 9.15% in t h e f i r s t q u a r t e r t h i s yea r and has f a l l e n in 
each s u c c e s s i v e q u a r t e r s i n c e t h e second q u a r t e r of 1979 when i t s tood a t 
9.31%. 
Table 2 shows t h e breakdown of employment in S c o t l a n d by broad i n d u s t r i a l 
s e c t o r s in March 1980. 
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TABLE 2 EMPLOYMENT IN SCOTLAND BY SECTOR: MARCH 1980 
SECTOR NO 
Agriculture, Forestry 
& Fishing 
Manufacturing 
Construction, Mining 
& Utilities 
Services 
EMPLOYED 
(000) 
47 
570 
228 
1,162 
t OF TOTAL 
2.3 
28.4 
11.3 
57.9 
CHANGE IN NO EMPLOYED 
DEC »79 - MAR '80 (000) 
0 
-20,000 
- 1,000 
-26,000 
TOTAL 2,007 -47,000 
Source: Department of Employment 
Employment in every sector f e l l in the period from December 1979 to March 
1980, with the exception of the primary sector where i t has remained s t a t i c . 
The l a rges t absolute f a l l occurred in se rv ices whi l s t the manufacturing 
sector experienced the largest re la t ive f a l l . 
As a resul t of these movements, the services/manufacturing ra t io increases 
s l i g h t l y from 2.014 in December 1979 to 2.039 in March. The r a t i o for 
March las t year was 1.939. This ra t io continues to be higher for Scotland 
than for England and Wales where i t stood a t 1.882 in March, 1980. 
Scotland cannot therefore be l e g i t i m a t e l y described as one of B r i t a i n ' s 
"industrial" areas. I t has a higher proportion of the workforce employed 
in services than most of the regions, the only notable exception being the 
South East. 
Total r eg i s te red unemployed in Scotland in September 1970 was 240,938, a 
f a l l of l e s s than 400 from the August t o t a l . This f a l l was too s l i gh t to 
register an impact on the unemployment rate which remained at 10.7%. 
Seasonally adjusted unemployment (excluding school leavers) in Scotland rose 
sharply from 211,800 in August to 220,000 in September. This represents an 
r a t e of 9.7% for September compared with 9.4% for the previous month and 
7.4$ for September, 1979. The seasonally adjusted unemployment rates for 
Scotland and for each of the standard regions are shown in Table 3. 
In every region, a reduction in the number of no t i f ied vacancies between 
June and September has combined with an increase in the numbers unemployed 
in the same period to produce a worsening of the unemployment/vacancies 
r a t i o . The use of t h i s r a t i o i s subject to several q u a l i f i c a t i o n s which 
have been discussed in previous commentaries. Nevertheless the severity 
and genera l i ty of the de t e r io r a t i on of t h i s r a t i o in a l l regions can only 
further underl ine the unsa t i s fac tory performance of the economy and poor 
employment prospects nationwide. 
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TABLE 3 REGIONAL UNEMPLOYMENT AND VACANCIES IN THE UK: SEPTEMBER 1980 
UNEMPLOYED1'3 UNEMPLOYMENT UNEMPLOYMENT/ 
RATE (%) VACANCIES2'3 VACANCIES " 
REGION (000) (000) 
South-East 
East Anglia 
South-West 
West Midlands 
East Midlands 
Yorks & Humber 
North-West 
North 
Wales 
Scotland 
Great Britain 
N. Ireland 
United Kingdom 
371.1 
42.2 
112.7 
185.9 
106.1 
161.4 
263.1 
141.2 
111.8 
220.2 
1707.0 
76.5 
1783.5 
( 
( 
( 
( 
( 
( 
( 
( 
( 
( 
308.0) 
34.7) 
96.7) 
150.1) 
88.7) 
137.3) 
228.3) 
128.1) 
95.6) 
198.8) 
(1467.4) 
( 67.1) 
(1534.5) 
4.9 
5.8 
6.8 
8.0 
6.6 
7.6 
9.2 
10.2 
10.3 
9.7 
7.2 
13.3 
7.4 
( 
( 
( 
( 
( 
( 
( 
( 
( 
( 
( 
4.1) 
4.8) 
5.8) 
6.4) 
5.5) 
6.5) 
8.0) 
9.3) 
8.7) 
8.8) 
6.2) 
(11.6) 
( 6.3) 
49.3 
3.8 
7.6 
5.7 
5.7 
5.7 
8.8 
5.1 
5.2 
15.2 
112.1 
0.7 
112.8 
( 
( 
( 
( 
( 
( 
( 
( 
( 
( 
64.7) 
5.2) 
10.6) 
8.1) 
8.7) 
7.7) 
11.5) 
6.1) 
6.1) 
16.5) 
(145.5) 
( 1.2) 
(146.7) 
7.5 
11.1 
14.8 
32.6 
18.6 
28.3 
29.9 
27.7 
21.5 
14.5 
15.2 
109.3 
15.8 
( 4.8) 
( 6.7) 
( 9.1) 
(18.5) 
(10.2) 
(17.8) 
(19.9) 
(21.0) 
(15.7) 
(12.0) 
(10.1) 
(55.9) 
(10.5) 
school leavers 
vacancies notified to careers offices 
Source: Department of Employment 
Seasonally adjusted excluding 
Seasonally adjusted excluding 
Figures for June in brackets 
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Registered unemployment i s only one mani fes ta t ion of the u n d e r u t i l i s a t i o n of 
the labour fo rce . Figure 1 i l l u s t r a t e s a fu r the r dimension, t h a t of s h o r t -
time working. 
Hours 
400 1 
300, 
TOTAL HOURS LOST THROUGH SHORT-TIME WORKING IN MANUFACTURING INDUSTRY 
200 
1 0 0 -
IN SCOTLAND ( ' 0 0 0 ' s ) F igu re 1 
1 
1977 1978 1979 1980 
Source: Department of Hiployment 
Over 3 1 8 , 2 0 0 h o u r s w e r e l o s t t h r o u g h s h o r t - t i m e w o r k i n g by ops 
m a n u f a c t u r i n g i n d u s t r y i n S c o t l a n d d u r i n g t h e week e n d e d 14 
j e r a t i v e s i n 
.. . . - - .  J u n e 1 9 8 0 . 
This figure is above the maximum numbers of hours lost through short-time 
during the steel strike earlier this year but is surpassed by the figure 
attained at the peak of the national engineering strike in the autumn of a 1/ i^ci x 11 c u a u H i e p e a t s . V I u u c l i a u i u u d l C l l g l i i c c i ±l'& o u r i K e X II L i l t ; d U b U I I i l l O 
1979. In t h e week ended 12 J u l y , t h e number of h o u r s l o s t t h rough s h o r t 
t i m e working dropped t o 163,400 h o u r s , t he l o w e s t f i g u r e t h i s year but i t i 
l i k e l y t h a t much of t h i s drop can be explained by the f ac t t ha t July i s the 
main holiday period in Scot land. Hours l o s t through s h o r t - t i m e working in 
Great B r i t a i n rose however to 2,937,200 in July compared with 2,755,200 in 
the previous month. 
Shor t - t ime working i s a f fec ted by the d i r e c t and i n d i r e c t e f f e c t s of s t r i k e 
a c t i v i t y as w e l l as g e n e r a l economic c o n d i t i o n s . I t i s a l s o s u b j e c t t o 
seasonal in f luences . Once a l lowances are made for such seasonal e f f e c t s , a 
s t rong upward trend in s h o r t - t i m e working remains ev ident . In the present 
economic c l i m a t e t h i s i s to be expected, given t h a t when employers are faced 
with f l u c t u a t i o n s in demand, they tend to use v a r i a t i o n s in hours worked as 
an adjustment mechanism in the sho r t - t e rm to c o r r e c t or modify imbalances in 
t h e i r l a b o u r f o r c e r e l a t i v e to t h e i r r e q u i r e m e n t s . In a r e c e s s i o n 
t h e r e f o r e t he employment r e s p o n s e of f i r m s t e n d s to fo l l ow the p a t t e r n of 
f i r s t a r e d u c t i o n in hours worked in o v e r t i m e , then an i n t r o d u c t i o n of 
s h o r t - t i m e working and a h a l t to r e c r u i t m e n t and f i n a l l y a d e c l a r a t i o n of 
redundancies . The government in the recent pas t has sought to delay t h i s 
l a s t s t a g e by e n c o u r a g i n g s h o r t - t i m e w o r k i n g a s an a l t e r n a t i v e t o 
redundancies through the use of such schemes as the p resen t Temporary Short-
t ime Working Compensation Scheme (TSTWCS). In the absence of any signs of 
imminent improvement in t he r a t e of o v e r a l l a c t i v i t y in t he economy, the 
t r e n d s in s h o r t - t i m e working must c o n s t i t u t e an advance warning of 
f o r t h c o m i n g r i s e s in fo rma l unemployment , p a r t i c u l a r l y i f government 
employment a s s i s t a n c e to defer redundancies should l e s sen . 
17 
Table 4 shows t h e number of peop le in S c o t l a n d cove red by t h e TSTWCS and 
o ther measures designed p r i m a r i l y to a l l e v i a t e the problems a s soc i a t ed with 
high and r i s i n g l e v e l s of unemployment. 
TABLE 4 SPECIAL EMPLOYMENT AND TRAINING MEASURES IN SCOTLAND 
NUMBER OF PERSONS CHANGES IN PERSONS 
COVERED COVERED 
JULY AUGUST JULY - AUG 1 9 8 0 
12,600 
4,500 
5,300 
14,200 
1,380 
2,300 
600 
40,940 
12,990 
2,600 
5,180 
14,800 
1,410 
2,400 
700 
40,080 
+ 390 
+1,900 
- 120 
+ 600 
+ 30 
+ 100 
+ 40 
+ 860 
Source: Department of Employment 
This t a b l e shows t h a t the t o t a l number of people in Scotland covered by the 
var ious schemes f e l l by 860 between July and August t h i s year . Whils t t h i s 
may r e f l e c t a cutback in t o t a l employment a s s i s t a n c e , i t may a lso i n d i c a t e a 
change in emphasis . For example, the government has r e c e n t l y expressed i t s 
i n t e n t i o n to i n c r e a s e i t s commitment to you th -o r i en t ed employment schemes 
such as the Youth O p p o r t u n i t i e s Programme. Whether t h i s w i l l be achieved 
by w i t h d r a w i n g r e s o u r c e s from o t h e r employment and manpower schemes or 
through a net a d d i t i o n to the schemes remains to be seen. 
The number of 16 to 18 year o l d s ( i n c l u s i v e ) in S c o t l a n d r e g i s t e r e d as 
unemployed in J u l y t o t a l l e d over 52 ,000 . This r e p r e s e n t s about 25? of 
S c o t l a n d ' s 16 t o 18 yea r old p o p u l a t i o n . This p e r c e n t a g e r i s e s when one 
d i s c o u n t s t h o s e who choose t o s t a y a t s choo l or in f u r t h e r e d u c a t i o n 
( a p p r o x i m a t e l y 60,000) and t h o s e c u r r e n t l y covered by the YOP schemes . 
There i s a l s o e v i d e n c e t o s u g g e s t t h a t t h e a v e r a g e d u r a t i o n of youth 
unemployment i s l eng then ing . In mid-July l a s t year , 3-2% of those under 18 
employed in Scot land had been employed for over 52 weeks. The equ iva len t 
f i gu re s for those under 20 and under 25 were 7.4% and 12.1? r e s p e c t i v e l y . 
A g a i n s t such a b a c k g r o u n d , m e a s u r e s which a t t e m p t t o p r o v i d e young peop l e 
wi th mean ing fu l work e x p e r i e n c e and c a r e e r o p p o r t u n i t i e s a r e to be 
a p p l a u d e d . I t a l s o has t o be acknowledged , however , t h a t u n t i l mac ro -
economic p o l i c i e s succeed in r a i s i n g the o v e r a l l l e v e l of a c t i v i t y country, 
a permanent job for the major i ty of today 's youth may be unobta inab le . 
TSTWCS 
Small Firms Employment Subsidy 
Job Release Scheme 
Youth Opportunities Programme 
(YOP) 
Community Industry 
Special Temporary Employment 
Programme 
Training Places Supported in 
in Industry 
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REGIONAL REVIEW 
UNEMPLOYMENT AND VACANCIES 
In September 1980, 240,938 persons were unemployed in Scotland, 10.7$ of the 
w o r k f o r c e . This i s a r i s e of 63,694 (35.9?) on t h e September 1979 t o t a l , 
t h e unemployment r a t e a t t h a t t i m e be ing 7 .8? . Unemployment r o s e in a l l 
r e g i o n s w i t h e x c e p t i o n of S h e t l a n d . At 14%, t h e Western I s l e s has t he 
h ighes t unemployment r a t e , c lose ly followed by S t r a thc lyde with 13.1?. The 
t o t a l unemployed in S t r a t h c l y d e numbers 144 ,528 , which r e p r e s e n t s 60? of 
S c o t t i s h unemployment. 
The number of n o t i f i e d vacancies has f a l l e n to 16,702, a f a l l of 2,669 from 
J u l y . The comparab le f i g u r e fo r September 1979 was 24 ,720 , so t h e r e has 
been a f a l l of 32.4% in t h e number of n o t i f i e d v a c a n c i e s s i n c e l a s t y e a r . 
The only r e g i o n s to show an i n c r e a s e from l a s t q u a r t e r a r e Highland and 
Orkney but t h i s does l i t t l e t o o f f s e t t he d e c r e a s e s e x p e r i e n c e d in more 
heavi ly populated r eg ions . 
Table 2 shows t h e p e r c e n t a g e growth in t o t a l numbers unemployed on a 
q u a r t e r l y b a s i s over the pas t year , and over the year as a whole. I t shows 
cons iderab le v a r i a t i o n between the reg ions and between q u a r t e r s . Over the 
yea r as a who le , however , t h e f i g u r e s c o n s i s t e n t l y show a r a p i d growth in 
the numbers r e g i s t e r e d as unemployed. The growth r a t e of unemployment 
a c c e l e r a t e d between January and J u l y but s i n c e then i t has slowed down 
s l i g h t l y . 
Within Scotland some regions have fared b e t t e r than o t h e r s . In p a r t i c u l a r , 
t o t a l unemployed in Highland has grown by only 12.75? a g a i n s t a mass ive 
inc rease of 49? in the Borders . Admittedly the growth of unemployment in 
the Borders i s c a l cu l a t ed from a lower base, but t h i s f igu re h i g h l i g h t s the 
severe d i f f i c u l t i e s facing the l o c a l economy. 
The o t h e r r e g i o n s showing a g rowth in unemployment above t h e S c o t t i s h 
average are S t r a t h c l y d e , Tayside and Central where t o t a l unemployment grew 
by 38 .32? , 39.23? and 36.03? r e s p e c t i v e l y . This i s d i s t u r b i n g s i n c e t he 
bulk of S c o t l a n d ' s m a n u f a c t u r i n g employment i s c o n t a i n e d w i t h i n t h e s e 
r e g i o n s . 
REGIONAL DEVELOPMENT GRANTS 
Figures i n d i c a t i n g the l eve l of r eg iona l development g ran t s (over £25,000) 
have no t y e t been announced fo r t h e second q u a r t e r of 1980. The European 
Commission have, however, announced the t h i r d round of a l l o c a t i o n s for 1980 
from the European Regiona l Development Fund. The amount a l l o c a t e d to 
Scotland i s £6.9 mi l l ion out of a t o t a l UK a l l o c a t i o n of £30.5 m i l l i o n . 
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TABLE 1: UNEMPLOYMENT RATE AND VACANCIES NOTIFIED 
BY SCOTTISH REGIONS, SEPTEMBER 1980 
Borders 
Central 
Dumfries and 
Galloway 
Fife 
Grampian-
Highland 
Lothian 
Strathclyde 
Tayside 
Western Isles 
Orkney 
Shetland 
SCOTLAND 
TOTAL UNEMPLOYMENT 
1,861 
10,484 
5,440 
13,090 
10,382 
6,853 
28,253 
144,528 
17,672 
1,157 
462 
256 
240,938 
( 1,561) 
( 10,053) 
( 5,106) 
( 13,030) 
( 9,484) 
( 6,792) 
( 26,027) 
(133,694) 
( 15,609) 
( 1,121) 
( 407) 
( 266) 
(223,150) 
UNEMPLOYMENT RATE t 
4.8 
9.3 
9.7 
9.6 
5.6 
8.7 
8.2 
13.1 
10.2 
14.0 
7.5 
2.9 
10.7 
( 4.0) 
( 8.8) 
( 9.5) 
( 9.8) 
( 5.3) 
( 9.1) 
( 7.7) 
(12.1) 
( 9.1) 
(13.7) 
( 6.5) 
( 3.7) 
( 9.9) 
VACANCIES 
304 
554 
259 
644 
2,041 
1,442 
2,870 
7,302 
967 
106 
27 
186 
16,702 
[ 346) 
I 642) 
I 327) 
[ 774) 
[2,551) 
U.356) 
[3,456) 
[8,541) 
[1,031) 
[ 122) 
( 25) 
( 200) 
[19,371 
•Figures for July 1980 are in brackets. Unemployment totals and the 
unemployment rate include school leavers and are not seasonally adjusted. 
Vacancies include those notified at Careers Offices. 
Source: Department of Employment 
TABLE 2 PERCENTAGE GROWTH IN TOTAL UNEMPLOYED, BY QUARTER 
AND BY YEAR, SEPTEMBER 1979 TO SEPTEMBER 1980 
Borders 
Central 
Dumfries & 
Galloway 
Fife 
Grampian 
Highland 
Lothian 
Strathclyde 
Tayside 
Western Isles 
Orkney 
Shetland 
SCOTLAND 
Oct 1979-
Jan 1980 
11.05 
0.68 
8.79 
2.88 
7.76 
20.14 
1.14 
- 0.27 
1.34 
18.96 
1.55 
7.22 
1.70 
Jan 1980-
April 1980 
4.76 
10.06 
2.87 
6.48 
4.65 
- 0.96 
6.77 
14.28 
11.26 
5.01 
12.98 
0.96 
11.03 
April 1980-
July 1980 
7.43 
17.70 
8.64 • 
22.07 
7.02 
- 6.08 
10.95 
12.27 
9.07 
- 2.78 
- 8.33 
26.66 
11.51 
July 1980-
Oct 1980 
19.22 
4.29 
6.54 
0.46 
9.47 
0.90 
8.55 
8.10 
13.22 
3.21 
13.51 
- 3.76 
7.97 
Oct 1979-
Oct 1980 
49.0 
36.03 
29.52 
34.35 
32.12 
12.75 
30.06 
38.32 
39.23 
25.35 
19.30 
31.96 
35.94 
Source: Department of Employment 
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However, out of this payment only the £3.8 million paid to a variety of 
infrastructure projects can be seen as an addition to regional aid. The 
£3.1 million paid to industrial projects has been appropriated by the 
Government 'as a contribution towards its expenditure on national regional 
industrial policy1. As this Commentary has frequently pointed out this 
money should not be used to finance national policies but should represent a 
net addition to regional policy. 
The only other major development affecting the regions over the last quarter 
has been the announcement concerning the setting up of Enterprise Zones. 
Seven such areas have been identified, Clydebank being the only one in 
Scotland. Firms shall be exempt from industrial and commercial rates, the 
requirements of industrial training boards and shall receive enhanced 
capital allowances as well as a relaxed planning regime under which controls 
will be minimised. 
While some see the creation of such zones as a panacea, others feel that, at 
best, they are irrelevant to the real problems of regional development. It 
is however, too early to judge these zones but they will only be successful 
if they stimulate investment and jobs which would not otherwise occur. If 
their only success is to attract investment away from neighbouring regions 
then no net contribution will have been made. 
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OUTLOOK AND APPRAISAL 
The government's intention is to pursue its twin strategies of reducing the 
rate of growth of the money supply and the level of public spending for the 
foreseeable future. Even though both sides of industry have pleaded for a 
reduction in interest rates, the Treasury has not been swayed by their 
arguments, believing that high rates of interest are the only effective 
means of controlling the rate of growth of credit. Requests for an 
expansion of public spending have been similarly set aside. 
Yet in terms of the targets which the government has set itself, the outturn 
has been disappointing. Jn September, the money supply having grown by 
2.9% from the previous month, still seemed to be out of control. Public 
expenditure is the most buoyant component of domestic demand, fuelled by the 
large pay increases voted to the police and armed forces and by those rises 
consequential on the various comparability studies. In respect of the 
nationalised industries, the government is pursuing a course which may 
succeed in reducing the volume of public borrowing but which, in the short-
run, undoubtedly undermines its principle target of policy. By its own 
admission, the government's main aim is a reduction in the rate of 
inflation. Yet, by enforcing tight cash limits on the borrowing of 
nationalised industries, limits which could not be met even by prodigious 
efforts to improve productivity, the government has forced the nationalised 
sector to increase its prices at a rate well above the going rate of 
inflation. Since the outputs of these industries form essential inputs for 
much of industry and commerce, the price increases will implant a further 
inflationary tendency in the economy. 
One effect of government strategy is beyond question. Without doubt it has 
reduced the volume of activity in the economy. Unemployment has burgeoned, 
while GDP is likely to fall by 2% this year, the largest drop to be 
experienced by any of the industrialised countries. Some recovery may take 
place in the latter half of 1981 and the pace of the recession slacken 
shortly as the destocking phase ends; nevertheless it is difficult to 
envisage any substantive recovery in the absence of a sharp stimulus to 
demand. The present policies would seem to rely on four principle 
mechanisms to effect such a recovery. All of these are price effects and 
rely on the successful attainment of the primary target of a reduction in 
inflation and the reduction in interest rates which this would imply. 
Firstly, an expansion of investment might be expected in consequence of a 
decline in interest rates. There are two reasons to suspect that such an 
effect would not be very large. Firstly, there is no strong empirical 
evidence in the UK linking interest rates with the level of investment 
though admittedly such evidence generally relates to periods in which 
interest rates fluctuated much less wildly than they have recently. The 
evidence linking investment to changes in output is much more secure. To 
put it plainly, businessmen will not invest, even if credit is cheap, unless 
they believe that a demand exists for the goods which they intend to 
produce. Secondly, although nominal interest rates are of historically 
high levels, the real rate of interest is still low. Even if one were 
certain that a link between real interest rates and investment did exist, 
then reductions in nominal interest rates might be nullified by more rapid 
reductions in the rate of price inflation. The second mechanism whereby 
the successful attainment of the present targets might lead to an expansion 
of demand would be through the effect of a reduction in inflation on the 
level of consumption. Perhaps because individuals misperceive the 
difference between changes in relative prices and general price inflation or 
because they save a greater proportion of their income when prices are 
rising rapidly to maintain the real value of their wealth, a reduction in 
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t h e r a t e of i n f l a t i o n should l ead to an i n c r e a s e in consumers ' spend ing . 
Such e f f e c t s are not , however, l i k e l y to be of a s u b s t a n t i a l magnitude and 
w i l l tend to lag somewhat behind the causa l reduct ion in i n f l a t i o n . Thirdly , 
the government may a n t i c i p a t e t h a t a reduc t ion in i n f l a t i o n w i l l s t i m u l a t e 
e x p o r t s by r e n d e r i n g them more c o m p e t i t i v e . I f , however the "law of one 
p r i c e " o p e r a t e s , as most i n t e r n a t i o n a l m o n e t a r i s t s b e l i e v e , then any 
advantage gained from the moderation of the r a t e of growth of p r i c e s , w i l l 
be q u i c k l y n u l l i f i e d by compensa t ing i n c r e a s e s in t h e exchange r a t e . The 
f i n a l mechanism conce rns t h e r o l e of r e d u c t i o n s in i n t e r e s t r a t e s in 
encou rag ing t r a d e r s to i n c r e a s e t h e i r s tock l e v e l s . While t he c a v e a t 
r e g a r d i n g t h e d i f f e r e n c e between r e a l and nominal r a t e s of i n t e r e s t 
ment ioned above s t i l l a p p l i e s , s t o c k l e v e l s a re c u r r e n t l y low and a 
reduct ion in nominal i n t e r e s t r a t e s could poss ib ly be s u f f i c i e n t to t r i g g e r 
a r e t u r n t o more normal l e v e l s . On the o t h e r hand, i t may be t hough t 
unwise to i n c r e a s e s tock l e v e l s u n t i l t h e r e i s a c l e a r s i g n a l of an 
expansion of demand. 
To summarise, the hope tha t the economy w i l l en te r an expansionary phase as 
a r e s u l t of t he s t i m u l i of a r e d u c t i o n in i n f l a t i o n or a f a l l in i n t e r e s t 
r a t e s i s tenuously based. In the UK economy the response to p r ice s i g n a l s 
i s genera l ly slow and weak. Perhaps the government should be encouraged in 
a t t e m p t i n g t o make i t more r e s p o n s i v e to such s t i m u l i . However, i t i s 
a l t o g e t h e r too o p t i m i s t i c to expect a rapid response before i nd iv idua l s and 
i n s t i t u t i o n s have t ime to adapt to the new environment. Thus i t i s r a the r 
puzzl ing to find commentators urging fu r the r r educ t ions in publ ic spending 
in order to prevent more unemployment. Such a reduct ion may cut i n f l a t i o n 
and i n t e r e s t r a t e s b u t , as argued above , cannot be g u a r a n t e e d to l e ad to 
more r a p i d growth in the economy, p a r t i c u l a r l y in t h e s h o r t - r u n . What 
f u r t h e r c u t s in p u b l i c spend ing do e n t a i l , of c o u r s e , i s a d i r e c t and 
immediate reduct ion in demand below i t s a lready depressed l eve l - cu ts which 
w i l l a f fec t the p r i v a t e sec tor as wel l as the pub l i c . 
The convent ional wisdom regarding the behaviour of the economy has performed 
a U-turn in r ecen t yea r s . From a b e l i e f t ha t the successful a t ta inment of 
growth o b j e c t i v e s r e s t e d on t h e m a n i p u l a t i o n of a g g r e g a t e demand, t he 
cur ren t dogma i s t h a t con t ro l of the money supply and of publ ic expendi ture 
a r e n e c e s s a r y to a t t a i n s t e a d y g rowth . The t r u t h l i e s somewhere between 
these extremes. Successful economic management r e q u i r e s t ha t a t t e n t i o n be 
paid to supply and demand for goods and to the monetary environment in which 
they a r e to be t r a d e d . To b e l i e v e t h a t s u c c e s s can be ach ieved by a iming 
policy at only one of these aspec t s i s an i l l u s i o n . 
What the cu r ren t debates dangerously neg lec t i s the fundamental p r i n c i p l e 
t h a t r e s o u r c e s should be a l l o c a t e d to where they a r e l i k e l y to f ind most 
e f f i c i e n t use. I t i s argued, of course , tha t because the p r i v a t e sec tor i s 
cons t ra ined by the p r ice mechanism i t i s t he re where the e f f ic iency of use 
of r e s o u r c e s w i l l be g r e a t e s t . Of c o u r s e one can g ive examples of 
fundamenta l misuse of r e s o u r c e s by the p u b l i c s e c t o r , but e q u a l l y £1,000 
inves ted , say, in the telephone system or in t e c h n i c a l education might, a t 
p r e s e n t , y i e l d a h i g h e r r e t u r n than were i t i n v e s t e d p r i v a t e l y . The 
d o c t r i n a i r e approach to the a l l o c a t i o n of resources between the p r i v a t e and 
publ ic s e c t o r s has obscured the more fundamental and important a l l o c a t i o n as 
betwen e f f i c i e n t and i n e f f i c i e n t uses . Unfor tunate ly , the much more rapid 
reduct ion in publ ic sec to r investment than in cu r ren t spending leads one to 
s u s p e c t t h a t i t i s t h e former means of a l l o c a t i o n r a t h e r than the l a t t e r 
which a t t r a c t s the present government 's a t t e n t i o n . 
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In the l i g h t of r ecen t developments, i t i s not s u r p r i s i n g t h a t the s t a t e of 
the S c o t t i s h economy remains depressed. The r e c e n t l y announced c losu re of 
the ICI fac to ry a t Ardeer, coupled with the p r e d i c t i o n s of r educ t ions in the 
workforce of a number of S c o t t i s h manufacturing e s t a b l i s h m e n t s sugges t s t h a t 
the p r e d i c t i o n (see below) t h a t the S c o t t i s h manufacturing workforce w i l l 
dec l i ne to 559 thousand by the end of the year w i l l be f a i r l y a c c u r a t e . 
One f e a t u r e which does seem to be emerging from recen t employment f i g u r e s i s 
t h a t w o r k e r s a r e b e i n g l a i d off more r a p i d l y in S c o t l a n d than in Grea t 
B r i t a i n as a whole. F igure 1 shows manufacturing employment in Scotland as 
a p ropor t ion of t h a t in GB for the period from second q u a r t e r 197** to f i r s t 
qua r t e r 1980. The c l e a r dec l i ne over the period i n d i c a t e s t h a t Sco t land ' s 
share of t o t a l manufactur ing employment in Great B r i t a i n has been dropping 
s t e a d i l y . 
This r e l a t i v e d e c l i n e in employment has n o t , however , been matched by a 
s i m i l a r d e c l i n e in manufactur ing ou tpu t , Sco t l and ' s manufacturing product ion 
s t a y i n g a l m o s t c o n s t a n t r e l a t i v e to t h e UK between 1974 and 1980. This 
would seem t o i n d i c a t e a more r a p i d r i s e in p r o d u c t i v i t y in S c o t l a n d . 
F i g u r e 2 d e p i c t s i n d i c e s of p r o d u c t i v i t y for S c o t l a n d and t h e UK (1974 
Q u a r t e r 2 = 100) c o n s t r u c t e d from t h e i n d i c e s of p r o d u c t i o n and q u a r t e r l y 
employment e s t i m a t e s . For a v a r i e t y of r e a s o n s , i n c l u d i n g a s l i g h t 
i n c o n s i s t e n c y w i t h t h e Census of P r o d u c t i o n , t h e s e f i g u r e s ought to be 
t r e a t e d with cau t ion . Never the less , the a s soc i a t ed e r r o r s a re un l ike ly to 
be of such a magn i tude as t o cause one t o m i s t a k e t h e d i r e c t i o n of t h e 
change in p r o d u c t i v i t y , which i s c l e a r l y in S c o t l a n d ' s f a v o u r . F u r t h e r , 
given t h a t ou tpu t per man in Scotland and Great B r i t a i n in 1974 were equal , 
t he f i g u r e s s u g g e s t t h a t S c o t l a n d now has an a b s o l u t e a d v a n t a g e over t he 
r e s t of the UK in terms of output per man. 
Scot land ' s r e l a t i v e improvement i s not a sho r t - run phenomenon. During the 
period 1968 to 1974 t h e r e was c l e a r evidence t h a t output per man was r i s i n g 
more r ap id ly in Scot land than in Great B r i t a i n . The under ly ing causes of 
t h i s change are a l so t h e r e f o r e of a long- term n a t u r e , though the process may 
have r e c e i v e d s h o r t - t e r m b o o s t s from such i n f l u e n c e s as t h e demand fo r 
equipment for the North Sea o i l i n d u s t r y . 
A p o s s i b l e e x p l a n a t i o n of such a l o n g - r u n improvement i s S c o t l a n d ' s 
c o n s i s t e n t a b i l i t y to genera te a higher l e v e l of investment per worker than 
Great B r i t a i n as a whole during the s i x t i e s and s e v e n t i e s . This in tu rn i s 
l i k e l y t o have r e s u l t e d from t h e o p e r a t i o n of r e g i o n a l i n c e n t i v e s to 
inves tment , from the success ( r e l a t i v e to the r e s t of the UK) of promotional 
a c t i v i t y in a t t r a c t i n g overseas i n v e s t o r s and poss ib ly in the e a r l i e r pa r t 
of t h e p e r i o d , from a b e l i e f t h a t l a b o u r c o s t s in S c o t l a n d were l i k e l y to be 
lower than in t h e more a f f l u e n t a r e a s of t h e UK. On the o t h e r hand, t he 
change in p r o d u c t i v i t y migh t have r e s u l t e d from a g r e a t e r a d a p t a b i l i t y in 
the s t r u c t u r e of t h e S c o t t i s h economy. I f S c o t l a n d had been more 
s u c c e s s f u l in moving out of i n d u s t r i e s in s t r u c t u r a l d e c l i n e and i n t o 
s e c t o r s c h a r a c t e r i s e d by rap id growth, then such a s h i f t would be r e f l e c t e d 
in an improved o v e r a l l measure of o u t p u t per man, though p r o d u c t i v i t y in 
each i n d i v i d u a l i ndus t ry need not have changed. Such an argument, however, 
does run i n t o the d i f f i c u l t y t h a t t he r e i s no s t rong a p r i o r i argument which 
would suggest t h a t the s t r u c t u r e of the S c o t t i s h economy i s more adaptab le 
than t h a t of the r e s t of the UK. Adaptation of s t r u c t u r e has taken p l ace , 
n e v e r t h e l e s s : t h i s i s c l e a r l y demonstrated by movements in the d i s t r i b u t i o n 
of employment in t h e l a s t two d e c a d e s . Marke ts have c l e a r l y changed and 
wi thout inves tment would not n e c e s s a r i l y be r e f l e c t e d in improved output per 
man. 
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EMPLOYMENT RELATIVE SCOTLAND/GREAT BRITAIN 1974-1? 
Figure 1 
Source: Department of Employment 
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The present position, however, is one of declining demand. This is 
reflected in our forecasts for manufacturing output, employment and 
unemployment as shown below: 
QUARTERLY FORECASTS FOR MANUFACTURING: SCOTLAND AND THE UK 
QMU QMS EMU EMS UUU UMS 
1980 
1980 
1980 
1981 
1981 
Where 
Q2 
Q3 
Q4 
Ql 
Q2 
: QMU 
QMS 
EMU 
EMS 
UMU 
UMS 
97 
93 
91 
91 
93 
96 
93 
91 
90 
90 
= Manufacturin 
= Manufacturin 
= Manufacturin 
= Manufacturin 
= Manufacturin 
= Manufacturin 
6,787 
6,709 
6,810 
6,698 
6,686 
562 
558 
559 
548 
542 
g Output UK 
g Output Scotland 
g Employment UK 
g Employment Scotl 
g Unemployment UK 
g Unemployment Sco 
415 
475 
483 
536 
553 
and 
tland 
58 
65 
67 
75 
75 
Manufacturing output in Scotland is expected to fall by 10% from its average 
1973 level by the second quarter of 1981, with the associated employment 
dropping to 542,000. The upward trend in unemployment will continue, 
rising to 75,000 in second quarter 1981. In July we forecast that overall 
unemployment would exceed 245,000 in December. So rapid has been the 
recent increase that it is now our view that unemployment will exceed 
250,000 in December and by March will have risen to 265,000. 
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